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• LETTERS OF TRANSMITTAL 



' 0( Toi^KU 12, 1977. 

ft 

To the Memhcrs of the Joint Economic Cjyinmittre t * 
Transmitted horovi'ith'for use of tlio nieiubors of <lio Joint Economic 

Comniitt^o and other Monihoih of Conanoss is a study ontitlM *'The 

Program foj- Better^ Jobs and Inconio-^V Tniide and Critique," 
Tni^ is one of three studies conuais^ioned by tlie Joint feconopiic 

Coniniitteo on the hubje('t of welfarejeforni. These studies are intendecP. 

to provide infonnation and anal\.-{s to the Cimfrress oathc important 

i^'^ue of welfare. This study, pi-epauf'd by Professors Shehlon Dan^ger. 

Kobert IIuNfUiaiK and Kutren*' Hfrrfoh'n sky. focuses on the strengths and 

weaknesses of botii the pre-ent welfare system >nd the xYdministra- 

tion's welfare refonn proposil. 

The \ iews e.xpre^^^ed in thi^ ^tudv are those of its authors and !?hould 

not be interpn*fed repreM^ntlmjf the views or recommenctntions of the 

Joint P>om)mir Committee or any of its mendiers. 

Siiir^^rely. , ' ' • 

KicHAicn BoLUNo, 
. . ( hainn<rn. Joint Ecoaoviic Coinmittcc, 



OCTORKR 7, 1977. 

' Hon. ItiriiAiii) P)()i.MN(;. 

Chairman/Joinf fuononiic Committee. U.S- Congress^ 
^Va<fhingtonJ>.r. ' 

Dk\r Mi:. rn\inii\x: Tran^nitted* herewfth i^ a study entitled 
^Tlie Projrra^n for Better Job^ and Income— A Guide and a Critique", 
prepareil by Profe^^or^ Sheldon Dan7j*rer, llobort Ilaveman, and 
Eu^rf'no^^molenskyl Unirer^ity of Wisconsin. ' 

The study i-> the sea*«<l of tbre(; committee studies oii'^'elfare i*oform 
intendefl to provide informntion a,nd analysis on important aspects of 
the welfafe reform proposal, including a review of its macroecononiic 
effects and an analysis effeets of its labor market implications. ^ _ 

Drs. Danzip'er, TIavemafi. and Smolensky ha\e revirwedfiome of tliP 
key economic issues whieh should be considered in a discussion of wel- 
faro reform. • * ^ • * i 

This ?tndy was reviewed by Tom Cator anfl Deborah Norelh of Hie. 
committee staff* 

Sincerely, " . w . ' 

Jonx K. Sr \nK» Exmifivc T>irector. 



* • . ' ''^The Program for Bettei; Jobs and 

Income---A Guide and A Critique" | 

•^J ERRATA 

Pg- ^4", second liW from .the bottom should ^read : »^"$4,191 
not "$4,291" an};v$?00".not "$100" , ' \ \ 

pg, 15, Table I, Total Income E^roposed S^jstem should read 
^ "4',191" not ."4,291" , , ^ . ' ' 
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, THE PROGRAM FOR BETTER JOBS AND. INCOME— 
A GUIDE AND |2RITIQUE* ^ 

/ • * • ' * 

By SlIELTH^k I)ANZtGKU, RolJEU-P IIaVEMAX, ASI) EUGhNE SMOLENSKY** 



^ ' 1. IN "RODUCTIOX 

THe Administration recently announced a broad ^Verhaul of Uie 
welfaj'fe system called tllt^^ro^xrain for better jobs and inq^me./The plan 
would consolidate tlirefe naajor eomponents of the eurrent, welfare sys- 
tem and provide, fox the first tiine, a nationwide minimtmKPederal 
ca>h payhient for ftll the poor. It also pledges to provide a pubjic serv- 
ice job for '^ome of those able ar^d expected to A'ork, as an integral part 
of the welfare system. Eaminfrs, welfaYe, manpower polipy, and taxes 
would be intrrretated throu^j^b an .'expanded S!irned income tax credit 
and a new^ nationally uni^grm system of basic income support 
payments. ' * ^ ' 

\Vhile sfJnie parts of ^le Admini>t rat ion's f>roposal are new, mapy 
of its eltaractei istics arc/Tlireet deseendants of earlier attempts to re- 
form wrffare. most ru)tsfl>ly President Nixon's family assistance pi afi. 
The major now ^lenienftc^ in the Admin i.^t ration's proposal are: Com- 
hinin^r welfare refoj-n( with puhlir job creaPion; integrating an earn- 
inp:s supplement w.ith ineome-eonditibned eash assistance, and e^tend- 
in^r cash benefits to individuals anjl intact families. The more standard 
elements eommon to many welfare reform proposals are the establish- 
ment of a Mioro uniform national ba^ir benefit structure for all low- 
4nrome fauulies. the impo^itpon a work requirement as a eondition 
for", receiving benefits: and the administrative edhsolidation of at least 
some of tbe^'^everjiyexi^tin^r inconte-eonditionod programs. 

The purpo-o oflthi^ paper i^ fir^t to review tlie e^istiufr system and 
4Hen to^iren^nf the rhanlres in it whirh would be brought about by the 
Administration's plan, fn Seetion 2, the structure of the existing? me- 
lanjre of pro<ri aui«~ desi^iuNl to aid the poor I's '>ketehed,4i#(rt some of the 
achievements of tl^=^e pojicies arj^ de-cribed. Section o outlines the 
problems with the woJfare system whirh have led to its hein^r referred 
to by thr^ President as a ''mess." Fo)lowMi<r this, the Administration's 
proposal js outlined in Seetion 4. A enieial if sue in aJl proposals de- 
si pied to aid low-income families i'? tl\at of work ineentives. Simply, 

♦Ba«<p(1 on thp IIKW nrWR rolon^p, fllFW Nous) Anp R. 1977 Thr^ final form of the 
A'l'rinlfltr tilon's MM fnR,\ cUffpr In -jomo <l«'taits f r<'m tMW relmsp ' • 

•'Thp authorv wish to nrknn\\lp(lirp tlir conn'U'nt'j of .Jfidth^rln^ ftradhnrv. . Irwin Onr- 
f^nkrl. Robrrt Xnmpnvtn Ro!i<»rt rintnlcW. qj^ Tlmothv Smpwlinp ShflflON Hanzlwr Is an 
AsHiMtiint Profp'j'jop of ^>oiflfl Work. TTnivmHty of Wisconsin. Mndlson Robert Havpman 
and Knconp SIY1ol^^^l4y are lYnffssor** of K<*onomlc<5 at the T'nIver/iJrv of Wlaoonaln. Madi- 
w>n ..\H of t!ip authon* nre ftafT mpmlMTs of tho Institute for Research on Poverty. Unlver- 
of Wisconsin, Mndlson. 4 
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»stated, does the proposal (liscourage w^uk oflOit by providing an alter- 
'rtative ^icome squrce^itTi'd ty decreasing this income in re^onse tb in- 
creases^ labor incoine? This issue is discussed in Section 5, where the 
effect on work incentives of the Aditiinistration's ^oposal is compared 
v^with that of the /current system. A second crucial concern with reform 
proposals is, how they alKct curr^t welfare recipients and other 
groups of low-income famijies — who is benefited by the nroposal arm 
who is hurt, and to what extent? Becaus^-of the complexity' of the 
Administration's proposal, this is a diffi<5^1t question to answer defini- 
tively. We attempt a i:ough answer in Section 6 by looking -at the effect 
of the proposal on several types of ."families. The extent to which indi- 
vidual States will supplement the benefits which are provided by the 
Federal Government is the main complicfttion in asM'^^^sing who ^yill 
gain and who will lose. There are incentives for such supplementation 
in the proposal, and these are explained in Sectiou 7. Finally, in Secy 
tion 8, we critique the Administration's proposal First, the likely ad- 
vantages of the plan are summarized ; then ttloiig series of concerns and 
potential problems with the proposal are enumerated by means of a 
* list of questions which should be answered before the program is 
iinplemented. - . • 



2. ADVANTAGES OF TIIK CritREyT SYSTEM 

" S 
At present tlie welfare system as generally.thought ot consists of 
three income-tested programs; Aid to families with dependent chil- 
dren ^AFDC) with about 11.5' million recipients, supplemental se- 
curity income (SSI), with roughly 4.5 million recipients, and food 
stamps with about' 18 iiiillion recipients. AFDC and SSI j^rovide 
l)ene^ti^^in c^ish while fmd stamps provide benefits in-kincl. These 
'l)l•ograIp^ Avould be consolidated under the^Vdministration's plan. 
In addilion, there exist a number of other income-tested progAms 
not directly affected b/tlje .Vdministratioas plant Certain veterans' 
benefits and pensions, housing assistance programs, basic opportunity 
fijrants for higher education. Finally, there is Medicaid, *the largest 
Ulcome-tested program of all (currently about 25 million recipients). 
Ihe Administration s plan, a§ such, does not mention Medicaid, Na- 
tional, health insurance proposals promised for next spr^ne by the 
Administration, liowever, will probably be offered as a repTaoeMient 
for Medicaid. \. , 

The^e programs, pl;H fhe non-incoine-tested social insurance pro- 
grams such as old age survivors, disability atid Jiealth insurance, and 
unernployment compeiisatign {>rovide,a great deal of relief to the poor. 
In fi^al year 1D77, $49 billion* in public funds were spent on income- 
tested programs, .and another $134 billion- were spent on social inst- 
ance. About two-thirds of the $49 biljipn of welfare expenditures wol 
hnanced hy the Federal Government. These' programs have expanded 
rapidly since 1905. both. in the number o« recipients and in the average 
benefit per recipient. In lOG.*), $8.9 billion or 1.3 percenfof GNP was 
spent on income-tested i)i:ogranis: tlii^had increased t(Tj39.4 billion 
or 2.8 percent of GNP by 1974. The programs succe^ully deliver 
their benefits to the poor: About 92 percent of AFPC benefits and 
about .83 percent of food stamp benefits go to those who W(Aild be poor^ 
111 the absence of transfers. Although the current system has been 
k^^^^r*"^^^^ as a "mess," and although President Carter feels that 
the welfare system is worse than he *had expected, it has been successful 
in targeting increasii^g amounts of relief to an increasing number of 
poor.beneficiaries. ' ' = . - \ 

SnTraVmportant attributes of the *Administra:t ion's plan are al- 
ready pn-ont. in this set (^f programs. Food stamps, for exampk, 
work in a manner which is similar fo the work benefit and income sup- - 
port proviMons of the Administration s proposal. As .in the proposal,* 
food i^amp benefits depend on the amount of earnings and other in- 
come of the fmnily and on familv size, and* accrue to all types of fam- 
ilies. The program include^a work test. Similarly, the SSI progranuin 
operation since 1974, has rules of operation and a uniform national 
m nil muni pavment much like those of the income support provisions 
of the Administration's proposal. However, the SSI program cur- 
rently serves only the aged, blind, and disable(i^ while income support 
Ti - Administration's proposal woiil(j;go to tl;e entire population. 
Also, the earned income credit, an important component of the Ad- 
ministration s proposal. i<2 already in place. 

(3) , • * % 



3. problem's associated with the CURREST " 

,The problems of the" current wSlfkVe sV^^em have been ^yaluateiK 
and cataloged numerbuatiiwes.^ As ifj^gult,.9tfr discuss^ojfof them will 
be very bnef and tersfc: f ifst, th\! existing ^}ilf are system is'iHcqHit- 
able. It treats p■«»le^tTJlohav6similat• needsmfferentlv. A oiw-parent 
family of four liTing ir^ Missiis^ippi-is eritkhd to $2,7l2 per yeau i.^ , 
APDG and food stamps.'f^l;iiaA-siriull4E4irhiily mojr.ia Ilawai is 
eligible for $7,044. In acl.litib^,?^ t^.^^iiily itsolf, tjicso ffcojrra^iiiic 
disparities enCourap-e ihigration from low-benefit to luffli-benoM 
States. Second, welfare .treats people, differently tvho lifivo simi ^ir 
rtfeeds but are of different fan>ily typos. In any of the 20 States witti- 
out-an AFDC propram fftr unemployed P=!'-e"ts-JJ^an^'Ov t^V! 
parents but no-earninfrs become? eligible for. Al- Dt llenoljii^ om\ ii 
the father deserts tlie family. If the father stiiys with the family, it 
will be 'elicible only for food stamps. '. x- . " ^ 

Besides di^couraping marital stability and onCmiraniiijr mi#iration.» 
the current svstem discournfres work. In some cases benefits are hifflier 
• if an individual doesn't work than'if he/sllo take? o ]oh. And lu some 
.States a tVo-parent fa«iilv cif four receiviiipf honefit.s froiii tlie Ai< u^. 
program for unemployed 'par?t»t« sn-ffers a lo&s ni income if tlio father 
Us from a part-time job t.o ff full-time pG. In takuiff tl.e job and 
leaving the AFDT-U program. Medicaid benefits mipht al«o be lo^t. 



Moreover; benefits in-fhe^e welfarerf.roL'ranis are nicoine-coiK i- 
tioned. so that as.labor income ri«es. heWitaJall.aAd. as a result, the 
reward frpm working is diinini==hed. BecAu^emmc fiimilio^ paitic^pato 
hKtwf) of more of4ie?e pro<»rains at the salie time. t^> total Fo^c m 
benefits oa'used by igWea^ed earning mav completely off'-et^tJie in-, 
crease in earning';. T • 

FinalH'. each of the welfare programs lias different "P'^''i<'"«/'V!^;; ' 
Tn a single hoiisellold. one person may receive f""'^ 'taftip^ and Ab IH. 
benefits while another receives food stamps an^ .'^ST hoAo(\t^. Sulce 
each program- has djfferefit nile«. different accountiuff period^, and 
different notions of the filing unit, rtdmini-tration m complex AFTK 
, is administered bv the States with Federal ^Jinrin<r of PW^^^ts. while 
SST i<? a Federal proL'rain with payments that th**- States cfin- 

.supplement. ■ ^ , . ■, o 

Thiw the welfnre ^\stenis. de^'ite the ndv^intaffc'* cited m ^^'^''t'^"' -• 
covers W people but not others, nav^ v/irvinjr.iiuiouiits of l)eiiefits 
to person-? with.^imilar need«. and is difUenlt.to adiiuni^tor. In addi- 
tion, it contains adverse wort incentives inlOTaition incentives and in- 
centives for family break-up. PeVhans m'o«> 'V'rion^l v. it is too complex ^ 
for many of the poor to niiderstnpd. Therefore, thev may iiot receive 
benefits which they need and to whiclftl\eyar(^ent)tled, ^. • 

1 ««. fnr Pt'imTil'' M Forth I. ' • f'^"'vl;^„ .foJii J,h Inullhito !nr TJo-oirc i nrt 

r9TiQWn"Mr,etnn. lie (imor.,m..nt ITlntlnf on,ro ) < ^ 
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4. AN OVERVIEW OF THE At)MlNISTRATl0^f'S , • 
^ ".PKOGRAM 

To fuHy comprehend the Administration's welfare reform proposal, 
it must seen as part of a comprehensive set of cha^iges in the ii^^ 

. come tax, the health care system, social security, Jthe low-wage laboj 
market, a'nd'even in'the enefgy market, as well as in the welfare^ystenj. 

- All of these programs or systems are' somehow affected by the pro- 
posal. Even if the legislation passes, the effective date for the changes 
is not until October 1980, and all the details pflhc plan are not y^ 

'"(available. But'^there are already some hints; even as regards the/ 

' changes in the personal income tax and the fnedical care system, whiori 
are implied by the proposal. The threshold lev^s at which personal 
ii\come taxes begin would rise and the-earned income tax.ci^edit would 
benefit many more liouseholds;. Medicaid would be replaced by a(j^r<. ' 
tional health*insurajice plan -as yet to be designed; aid for the Kw-* 
income aged, blind, and disabled would be removed to a considerable 
' degree from the social insurance system; public jobs would be pro- 

• viaed, but in such a» way that a public job would l)c more lucrative , 
thai\ welfarc*^ ai>d a private job,more'remun,erativq than^a^ public job 
paying the sam« wac^e ; and, finally, tlio energy^ tax wQuld-pay part 
of the welfare and jol^ bill. - '\ . ' • • 

Compared with the current system, -large gaitis have been claimed. 
(a) WVlfaie wouM Ik' intef^ratrd* with tyxrnings nind l>oth coupled 
with the tax system. Consolidation would streamline administra- 
tion, (c) TKork would always pay- more than welfare, (d) Family 

* stability would be'enKanced by allowing married coii^iles with children 
ta benefit in Ihe .same manner and to tli^ same extent as single parent 
families, (e) The relatively high national minimum P^J^^ would 
reduce incentives for migratiorr from hi^h- to low-benefit »tes. (/) 
States and localities woyld he provided fiscal relief. ^ j ^ 

The* details 'of the ^\dn^ist rat ion's program ^or bettor jobs and 
income can best bo undoi^od by focussmg ^riatitn otpin fpur major 
components: .fqb opportunitit^, the work benefit ancQncome support ^ 
provisions fof those expected to T^ork, income support "i[)ayments fpr 
tlweie not expected to work, and tax reductions through the eam^d 
income tax credit. ^ \J , * ^ ' 

Jo^ Opportunities ^ , ' 

First, $8.8 bUlioft would be set aside to create up to I.Jfmillion pub- • 
lie servicfe jijbs'for adijlt workers with .children who cdnnot find a 
private job. Most of these jobs, would pay the minimum wage, which 
; currently is $2.30 but which is expected iq be* $2.65 later this year 
and about $3.30 by about the time^the prograu'i would begin hi i98^). 
Those eligible for* the jobs would be r adults — one per family — who 
Yould be Ejlac^d^injtjie "ekpected to "rvork'/ ciitegory. These people 
would be given a jo*only if they were unable to find a regular •pri- 
vlte or public sector job.on their own or with the Labor Department's ' 
'help. • . • * » * ' *. 



In 'det^rmininir whwh families have an adult \s\\o is oxpeotod to 
Vofk, there would oh\i()>i^lv he ad-tmni^t^atiNr diMTrtion BuK hasi- 
c-ally. one moml>er of all UunVw^ hv vxyMvA to Nujrk unl(- all 

the adultjsiiitho faioilv Jail into ono or anol li(;r the fojlou nifr.ca e- 
ffories: Ac^f hli!>4, disabled, or luotluMS ithoo\- husbands (and la- ' 
tkers without Vivos) who-o ^o^ngc^t child is l(ss than i year- old. 
Mothoi^ithout husbands (or fathers w itluMit wne-) \\ hose \oun<rost 
child isBtween 7 and 14 Veairs would l>o expected to work part time, 
while s-uWi%rents whose ^aunj2:est child is o\er U would l)e expected 
^ wrtrk fiill time. Because earnings from emplo\ mcnt m a private ]aU 
%oxi\d be accompanied' by a subsidy-the earned mcoine tax credit 
(ElTCW in addition to the.work iKiieflt^. a family would always nnd 
a private iob more lucrative than a \)\x^^c job.*Thi«? restriction of the 
ElTC to^regular private or'p^vblic sector jobs gives un incentive for 
^ workers to yse the public service jobs only as a last^resort. 

Work BENt^riT and Ix/rnm J?rrroi:r kok Tiufsi: E^pk( nn To Wokk 

Earnings of low-wajL work(^r^ would aKo t)e supplementeit4)y the 
cash' support svstem. J nlike the benefits frpin tiie ElTC \io\yQ\jri the 
cash .support svstem w^uld ^dd to the iiiyome of those m t4ie^pecial 
miblic jobs as well as all other job hok}ers. The si^e of the cash supple- 
ment would depend upon eartiin^^, (^thor uicome. and family size and 
upon the whether or not the family is expected to have a workyi<,' 
member." Cash sui)plementR for ^ .four-]»ervon' family would start at 
$^,300 Vhen a faniilv Jiiemher Is expected to work, and remain at that 
le7*el tis lon<' as earnin-H are le^s t*an ^5:5.800. The cash supplement 

• would <lecline by 50 cents for every dollar of\earnm<rs igi ejces^ of 
>3,80O, becoinin^^ zero at $8,4.^0. In addition, the family with re^rular - 

* eStTiinirs would receive benefits from tiie (;ai^«f\ income tax credit 
(according to a schedule flefined bekn; ) to supplement both rarnniirs 
and income support l)onefit^. ra=;b support benefits would dechne by 
m cents for everv dollar of unearned inconte (e.^r.. social socuritvj. 
Sltmller families '\\ould fi:et smaller .supplements. The maxihnun sun- 
plement for a^fajnilV of three,-for example, would >)o ^^^J^'^jJ^^ 

■ of five in contrast would have a maximum Mi])pleme.nt of^-i,5)<)n. ( Uie 
relationship betwf^en earninqSjJaniily si/e. and cash supftlr^ments i? so 
'"^HmpiTHai^^that it is (liscii^^grfin preat detail in Section T).) 

^ • iNf'hMtrSn^ FOR TlIOSK NOT ExfE^TKD To WoRK 

For a family of size 'four in which no one is expected to work, a basic. 
Jncome support. pavmeut of $4,200 wuuUl be ^rmnted. Thus, th^ maxi- 
Mnum support pnvmelit fona familv not expected to work would exceed 
bv $LDOO that for a familv expected to \\or\c, For^Jus p^roup, benahts 
wnild fall bv nO cents for ovcrv Additional $1 of eanun^rs rijrht from 
the first dollar earned--there wouM bo no i^^^.HOO "disregard" ran^re as 
. would be the oase for those expected h) Tjo^k. The not expeded to ^^T>rk 
ffroup woul/l inchule mort of the currennVFIK' recipients and ^^\^^^ 
' recipients, and for manv of tlieni hen(^ij[s would increase under the 
proposed ^ograrp. . " .^^^^^^.^^ " - 

' The final component of the; plan is tax reduction. Since 1975, we 
have had a tax credit for low' earnings fauiilies wvith children- the 

1 Cash tuppoils fall !>.▼ 90 ccitii per <loM»r of unenu'l^yment bpnrflu » > , 

11 . 



oa'nuHl iucouie*tax cnHlit. T]\U < retlitr for oxifmple, gives l)eiiefits of 
^iX) (either as cash or ivdiiced taxes) to a family with $4,000 of 
earning; ^00 for* families Avith $2^000 or $6,000; no benefits to 
famines \vit;h more than '^,0(10 or no earnings at all. Under the ne^ 
pro^a,m, benefits f fom tliis credit woiiW be' increased fpr all famili^^ 
with regular earpings (meaning eanungs fiom jobs otlief than thf^ 
special public jobs^ of more than $4^000 but less than $15,620. Indeed, 
nil families earning bctw^n $8,00()ttod $15,620 would receive a benefit 
for wliioh^hoy are not now eligiMci For those with $8,000 of earnings, 
tlie benefit would rifie from zero tcr^600. For a family of four the 
♦aximum benefit would be $654 at $9^80 -Of earnings. More than half 
of all'famines would pay lower tax€S.,l^cause of thp increased earned 
income tax credit.^ f"^- * 

^ In addition, the level" of income at which families would be liable for 
Jncome taxes woUld be^ raised from' the 1977 level of $7,200 to $9,080. 
The President's announcement did not explaia how this new tax 
tfiresliold i$ established; however, a sul^titution of ^ $250 nonrefurid- 
jrf^le fax Vrwlit for fhe e\isti»g $750 personal exemption woyld accom- 
plish this shiit. . ^ 
''Tlie pro<^ision of jobs for those expected to ^ork, plus the increase 
in income SJipport for' those not expected to work, plus the work bonus, 
the earned income tax credit, and the raised tax threshold for those who 
are expeci^d to work ^nd who do -work, would mean a' total increase 
of lietweeti $4.and*'$l.TbiHion ((1|0 pending on how thescore is kept), in 
the Income flowing to the lo\^>-income population and to the lower 
miildle and middle inconie populatioi* as well in tl^iirst year. These 
fi|^njt;g^l)racket estimates of ihe f\ill cost of the Administration? 
proposwT. . ' ' 
Several-other features of the plan deserve brief nfention : 

While benefit levels and^Jigibility criteria have been stated in 
.annual terms, in realitv, this would be a monthly program. Cash 
snpi)lements and the E*ITC would be calculated and pai^monthly 
ha^Ci] primarily upoit income in the payment monlh.* 
) The plan contains )in asset aa well as an income test for oligi- 
J)ility. Enough a«set«f would cause a /aniilv to be ineligible even 
its earnings were law. Furtlier for-an eligible family* earnings 
would he attril)ute(3.to its {Insets above and beyond any incx)me the 
family mav have received in the form of interest, divii^ends, ij^ts, 
UHd royalties.* 'S* ^4 * * -^^ 

Finally, virtuat^v* iWt)i|e in, the civilian, nonin^titutionalized 
^ population would he categorically excluded. Single persons, 
married couples, individuals living together in group quarters, 
student^, aliens, residents Puerto Rico and the territories, and 
other residents would ^jjyjjigible as long as the living unit meets 
the income and asset requirements. - , . ^ ^ 



« If fthonUl bp Tinted thnt f rotuponent of Xht- procram \n ftTAllahl^ Only to famlUf^a with 
rliihlrrn. \s n rr»<»nU. It prorlde*? nn Inr^^ntlve^Jo hp\f arWltlonul chlldrfn hj rednctnjr tne 
net ro«it of tlipin. The trrtn«»fpr romponpnt of rnp pto^rram alno has thla pro-nntnUnt effecfr 
hy plarinp «ln;rl*» i ^tr^nt fnmlllr* wlthpjoiinK children «n a hlfirh«r"beneflt Mhedule than luch 
fnmiMpH with oWlrr chUdron ami b^not reonirlni; work from Blngle fninlUpB with >ount? 
children 

'Tfowpvpr. tl*f bpn^t^t' cal<"nlRtPd would be adjimted downward ff the famllr'n Uirmne 
In nnr of the preceninjr 0 rnonthn wtt« above the level for which the fnmlly would Baie been 
eltirlble for Income fittpport f < 

♦The nJi«etM tc«t ban a "notcn'; fn It Families wltij financial asset^i of $1 00 over $.").000 




\4m cll(;lbllity for all pro^ra^ benefits 
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E. HOW Be'nEF?TS change WIIEX EARMX(;S 1NCKEA8E 

Because all components of*t lie program fitto^roUier and localise most 

«f thorn condiibn th? ariioiijit of benQiUs provjded on tlie level of oa-i ii 
igs (and other incoHie) oi t^e family, the plan is coHi[)lex. In 11iin 
' "Section, th>^ttenH)V which benefit s.\\oiiM cluOige with earnin<rs will 
be shown'f or ea^c444;olT^ of the plan. Then, in the next sectk)n, the 

way ill whieh allTll^ cgniponeRts fitjtogetlier will be'^illustnitod by 
.1. showing how eaoli of a numb^tiofrepiesentative famiHes would be 
affectec^ ' ^ ; 

The clearest wav of illustrating ho*v l)e'nemprmtid^i^^ earn- 

• ings change is by 'means of t]ie*'^4r)'de;rn'e dKur^am." Such a diajrnuu 

* is sho^n l)elow as P^igure 1. On the horiSontal axis, dollais of y /// //^^/ 
income ;ire pl(iRed; (C>Uars of ^<7^/Mn( (>ine are plotted on tW xertical 
axis. The -line ruiimng^iftgonallV tlirousrh the diajiraiu' is drawn 
450_Li^ divide^ the*ar^a k't ween Hie two axes into two e(iual i>iaiV> 

X Becau/e of liow if is drawn, anv poifit on theW5° line indicates. tT^rf; 
, total income is equal to earned inc^ome. 'flus is slwwrf at point A in t he 
" diagram. If there wera no taxes, no tineartiN^ incqmc; an<l no income 
supplement l)enefits. •every family^ wcji Id 'fall on tliatSfir)^ line. The 
' Venect of taxesSs to drag the fjtntily below that linr! iK-nefits booM (he 
family above^ the line. • ' , 
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ViGUBE 1.— The 45' diagram 
' (8) 
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:With sucft a diagram, the way in Which bene/its Under the.Adminis- 
tration's plan woulfitvarv wiUi earnings can be seen. JFirst, consider the 
benefits for^a family of fouir ip which no one is expected to work. The 
.^program would grant each 'such fa|fiily $4^00 of benefits (shown by 
point A m Figiffe 2). If f?uch a. fa^ly did have earned income, even 
....though Unexpected, the $4,:a)0 of bi^nefits would fall by 50 cents for 
• each $1 of earnings. Because of this feature, a family of four would 
find itself somewhere Alori«: the hea^vy black line ABCD in the figure. 
As can be seen.if tie^amily eai^ned $8,400 benefits would fall to zero. 
The AdministrMiahV pro<^ram, theri, would shift tjie relevant line' 
for families ndt e^Cpecte^i to wo^k^lp from the 45° Hne to the heavy^ 
blayjk line, wlilch Connects to the 45'''- line at poigt D. Below $8,400 of 
- .Earned income, the family would receive income supplements, and this 
iR shtjwn- by dotted and striped area m the fi^re. As that area 
sliows, more benefits would Ik* pven to families with lower earnings 
than to those with higher earnings. 
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ri(,erRC 2.— .Some comixjnents of the Adminlstrationfs plan. 

Quite a ilifforont plan would apply to familicks expected to work. 
For siich fnrtiilios. income supploniontation Jt>cndits would l)e lower — 
^with po eaminirs only $2,300 of bonbfits would l)e provided This is 
.shown by \i<ni}t A' in Figure 2: VLs level of benofit%-^$2,30(>— woiild 



}ye pipvided fo faifllios expected tlfwork until thev have earndd $3,800 

' " - • 800, f • ^ - ^ - 

?d by 50 cents for each additional 



(pov^ B). I^^vond enrnings of $3,800, the $2,300 of l)ei^fifs would \w. 

doU^r of cdt'i] 



redt 



( nod iix^ome. This 
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two-level strwcturo is Slustrated hv tlio k'lwked (la^llK^ tlion solid i)oiu>- 
fit line A'BCD in Figure ± and th^e area of U^nefit^ i^ btni>od. Bet \v(H'i\ 
A' and B the benefit reduction t^te would be ze>6: ^ between 1} and 1) 
it would be 50 percent. The total income of the faniily at various level- 
of earnings can be read from the line. Agaiiu income supplements 
would^end' when earnings reach $8,400. Between point>, B and D the 
two lines coincide— benefits w(|uld be the same for those f^pected to 
work and for tho^ not Vxpected to work if earnings are the haiiie. 

'The third source of benefits from the plan would al^o assist those 
families expected to work. These benefits would come from the 1.4 inih" 
lion last resort public jobs created by the program. The public }ohs. it 
will be recalled, would pronde em4)loyment' for the' princif)ai wnge 
earner in^families expecte<T ty^'ork, if that person could not find a job 
in the regular private, or pubiir ?ector labor market.^ Ratiier than zero 
earned income, a familv with a person holding one of these jobs would 
earn an inc6me of $5.300 — the minimum wage of $*2.6r) per hour tinie>^ 
full-time work^f 2/HX>iiOurs per ye^ir.'Sho^vn on-tlie 4.")^ diagram 
(FiguiS* such a-f{^mily wo^^ld attain ix)int C with the special job. 
rather th'an zero earnings and noneniployment. In addition. In having 
a worker;the famih' wwuld l^e eligible for the income support benefits— 
which in this case would add $1,550 to<he family's $5;U)0of eannn</-. 
for a total income of $6,850. This- is ^howuj^^ point C. " 

• Fi^A-e 2 illustrates fhe cash benefits — or Welfare — aspects <?f ilie \)\ o- 
fO^m. These components provide the major ?(^rc^ of income support to 
'famiiies.aml determine the'primnry relationsljp between benefits and 
earnings. However, this relationship i^ also iiflucnred by tlu« earned 
incometax credit^(EITC). the social security pWroll fax {FI('A).aiui 
the personal income tax (PIT) (noneK)f which*. a r^, shown in the fig- 
ure). Both th^ EITC nnd the PTT^ would change as a coTisequeuce oi 
the AdminiMration> wejfare^iirid fax proposals, and he has ?uggeste(l 
that PICA al^obe\'hanged to iueet the emerging deficit in tlie ^ocr<il 
fiecuritv tru^t f^ind:^ ' - , / n • 

'The Admini\tra^ion^s proposal would liav(**the EITC work as follows 
.for a ^^milv of four. Fif)m'Zoro earninir^^ ^4,000 of earning? then- 
would be no change, with benefit? risirig f rom^$n to $400 (i.e.. the credit 
is 10 pwcent of eaniinir^). Revond ^SX^n, the ELT(^ would }>eliighcr 
' ffia-fe^at' present, reaching a p'eak of ^C^:A at $0,080 of ehniiiigs for a 
faimly of four (i.?.. to the fUOQ credit on fhe first $*.000 of earnnig- 
would he adde<l a credit of 5 perr(?'n) of earnings bet\\een $4.000%lid 
$(V,OHO).* Thereafter, hi^neiits \ton\f\ floclipe l)y 10 cents' per dollar of 
earnings— reaching zero at $15,020. Thi-^ wpuhXlx? a sizable ex|^n^ion, 

r*><lplpnf<? lnrnmp*UirrMiw'^ Tho hiefif^r UTfho horn-fir 'rpdnrtlon l.ttf* tlio similar Is fl-^ 
lnrrpft«p ln/a*milv lnM>mp. an<] >.T?ntfr ^h^ iii-«lnr<'ntlvp to ourn .id'lltl'tnfll li<'f»iiip 

• -TtiP pMnrlpar v^ftiTP *^nrr]fT^un\<\ bo thp adylt ulm find th*» hl»rlifst onrnlnir- nr wnrV^d 
thi. most liour^ In tho pn'^imi^ war If tlip pcln^lfml ijrr o^rnor bpri^P (IfsnliU'rl or hi- 

' « nr. irltfttvd « jnh nr f mining ■«l<tt uniiM ho mfldo a^nnahle to annthi-r ad)in In thp f/iriMU 
la «"mi- fnmlllp'* thp j^nHpal f^rhor will ho -ti»P wlfp In Qomp nthpr« a rMI'l 

• >Th*» flrt«NrM<>liitlon of the rhan^o In F]C\ hftfl not jot ^e^'n determined by the relp^ant 
ron4rre«*'«ionnl romtnlt t»'< ^ » , , ^ # , 11 

nnint at whirh honeflta hetrin t^^ d»-.'lln<k wnuUl vnrr with famllT sire, find tnev woiiM 
hrdn 7o d«Mne nt that h^m^ t'f> rH-fmld ftt whifh tho fflmllv wnnld N'jrln to pnv porsonnl 
Inrort*. talen In the nb^rnTe of the rfedlt EHjiibll4tr for the KITC V* not rhflnjrpd iindor the 
AdmlnNtmtlmi* prop«»«^LM --lii»uHelioV's wltliout de»pen4C^t children would renraln c.itt- 
"gorlrfrlly exrlunwl • - " 

.4 ' ' ' ' ^ ■ \ 
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carryinfl: Benefits 'trt the fom 6l tax reductions almost up to the median 
incon^TeveJ. It should be noted, Jiowever. that although this is tabbed 
an ehmed income tax credit, one kind of earnings would be excluded 
•from benefits — the earnings from the. special piilic jobs. This exclu- 
>ipn is to make regular f)rivate or public omploym^t financially more 

^•attractive than the ^peciaLpublic Jobs. . * \ 
^ \Changes that would be made in tile posit i,ve inooine tax aie not ex- 
plicit in the Admint§tratioir& wolfaiv proposa^Rather. the Changes 
fire implied by^'the threshold 'levels at \\liir.}-^fci?onal taxes would 
begin Co'be paid. A^s indicated earlier, the spec^pd threshold level oi 
$9,080. whicL is above the current $7^01[) tlireshold level for a family^ . 
of four. prot»bly 'results from sybstituting a S^.V)^ per' capita ti^x 
* credit for the current $750 'personal exemptioh. along^iyith a sTight . 

^ » change in tax rates. ... » ' i, 

^ An example of how.benefits Wuld jhanofe. with earned iii{\)inp iKh,o 
entire Admmistration's package beyome- law is illn^jiated in Figure- 
8 by the line. AJ3CDfiF*The bene^t that wonhl b(' pai(t under 
Administration s plan at each eqrnii\g? level, for an iiita(t family 'of 
j^nr with the heaa einployed in a regrflar p>;;ivate or public Sfectpi- jol). 
IS 'shown ai the area bet\ve^n 'ABCD'EF,.£yid, the* 4^-d^grk' line. 
line A^'B'D'D'E'^' repre^ertts cuy-ent' t^hefits for -the. same tygf of 

^ f aiAily. Total income under tho 'propose^dsAanrinisf rat ion's plan would ' ; 
be detorniined by fl^e supplemental income .support?, the oarngfl in-' 
'come tax cre^iK.the sc^iil securitv [*ayro)l (ax^'Und- tht* \)oi'?:oHal in- 
come tax. For ^th? current^ systenV ^he h6\\\\^ v^lue .of 'food' starop > 
^ Kenfift<4>^nd. the exi^tin^tax^stnioture doternjhne tottol in(''()Hie. ^Fig- ,\ 

/ ure S-appli'es tea State where th^Le is h(rtAPl>1C {^rogr^ini for,unwn- 
ployed iiE^thers.) , * • . ^ , , \ , 

J^Eora'p^t A' to B' ($0 to ,$l*20^arnifigs) there 'is rio^Miefitr'e-^ 
duction*rati for food st^nnps bec^iB|e 'of 'aw as.^iniieil SJOO' montlily" . - 
^tJrjidard deduction inm^porate4 4ntp.theJ)eni'fitj^sche^dule^of tlie pro- 
gram. Thf\<iumulative.*benefiL,reduction rdtei^^thus. -4 percent a« thf . 4 
lOjiercent credit rate ol th'e^]^JTQ isreduced by'ihe (-lupldjeo slitifv of , . 
the social security payrblbtax' ('6!pervont}. From IV^ fjo & (?UV200 to 
j54.(X)()). the 30- percent taj rate of •food'stamjJs is addeyTlrjBSulting. in ^ 

, a cuHitilative rato pf 26.f^r(^ent.' From { ' ta 1)' ■^%\,m\ fo'$7.2<>0y the ' 
10 j)^rc|^nt credit rate' (y{ the ELTC dianges to a ID perr,enf tax mtjesr- ^ 

' the cun\ulati^e ratp is'inct^eased to l6 4)errenti' From l)'.td*E' (^^00^ 
to. $8.000 K tbe*cumulatiYe rate'rises^ fJCl percent' as.fbe family .l)egin*A ' 

^ paving the personal mcome ^ax ^tTlii 14-f)oroont Hr*st-^n*ackef 'rat>. ♦ 
•R^vond ^\ ($8,000) tU tax ja.te f alTs'tQ afhierveht as lK)^I^ fdod.^^mps ^ * 
(30 percent) and the EITG (10 percent). We Ife^ii pjiased out. Tjfie 
tax rate* now depends onfv on the^^a^roH tk:^' and th^ incpm^-taix/ - 
Beyond F' the rates rise^ofu^ to tbe progressive tax rates- in the per- 
sonal' income tax. ' , , . ' . ; 



'* This discusiion tnd F^lirtii* 3; It -8houl<f b« ,DOted. i^oW SUt« ificom« taxes, which 
woM Increase th« comMned tax raU over the Htcome tmQees to which th^ fti>nJy''Itfchould 
b« borne In mWd that "current" refen to fiscal year !977,while tlfe Admlnlsfratlon^s pro- \ 

y 



refen to fiscal year !977,while tlfe Admlnutratlon^s pro* > 

pram refers to fiscal year X&78. . v < . * , 
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n£ Administration's proitosa) and current system 
^ family c\f four * . . 



;i<t 



be 



Pro'posf.d Svstfm*' 

From A to H (550 to $;3,8{)0 .oarninors) the tax rate U ~4 percci\t 
^'caust* tJie iiK^onie ^uppoit pro^'Hin ''disregards*' tlie ^irst $3,8()0 of ' 
oamin^r*^. The rate is due to the 10 .jxM^'cnt rroilit late of^thr KIK 
aiai tho :>.8."') pvirmt tiw livtvoi tlio p;l\ i,oll tn\. Vrmu ]\ toC (S,^S()0 t() 
$4.(XH)) tho lato uu ivuM'S U\ t'ho i)(^rrciit l^rnofit rodtirtion ia<^' ot 
the iiu'Oiiie siij)port piovr-ion-. icMiltih^ in ii cumuin'tno rat(^r)f !(>• 
•percent. Between ('and i) ( tv4.<HH) to ^S.40<)) the tax rate in('ivas(-to M 
jH^nent us the KIK^ rredit rrtte falls from 10 percent o i)ercent. . 
Kronr T) to.E {)^HMn} to $9,080) the )ax rate falls to only 1 percent 
l')ec4iu^e the tnconiR support program and its^ percent tax rate !ia\e 
been phasj'd out~^he cunuilatjve rate of 1 percent is due to the r> 
porc^ifr credit of the EIT(^ and the 6^percent payroll tax. Bevoud K 
($9,(18(>) the tax rate rjses to 35 percent— the EITC switches k^n\ p . 
5 percent credit to a 10 percent tax, the social pecwrity |ax is 6 peiY^out . 
^ • * 

• \85um« that thp |!7.Vf per-onal exemptloD U replnced by a >250-per capita credU 
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udd Mj)oi*s<)niri incomo tax l>egins at 19 percont-'a-iia cojitmuos to 
' rise mrc'to the pro|^'oj?sive tax rate* in^tlie personal mconu' iiix. lU - 

♦ yond $15,60U^tUe.nite drops by }0 pe;roiit as the KITC phM^M out 
(not it! diagram). v» . , 

The most obviousLch^ractori^^tic 9! FiLnifo 3 is that total Jiifonu' at 
V every earnings level wouhl bo hi^rher under tlie propo^^d -y^triii thaji 
' ^nhder the »'urrent system ( ABCDKF is t \(^Twhor(i abov^^ A'H'CD'r/ 
F'). For example, nt /cjo f:;iinup» the Achnini>tratMiiS^)lan pro- 
/ poses to gi^ the family an nn ome -uarantee (jf $2;Mh). w iii|(Mh(M«NiM-^ 
W system guaranteys I'^mxI ^^aIill)^^ • uorth SKIUL^' MiHilail\. Injc 
' .VB'C'-D'E'F' crosses the 4o° lifie at aboiit^STJX)^) of uarninnr-^ 

* benefits would be positive until about $1).2()0 uiidc^r the piopo-cd -ys- 
tein/rhetarfee§tdlriVrenres}Vt\\ooiith('tw()systenisor(Mn in the NUitre 
W earnings between j<3,<mm) and 1 11, 000. ^ 

• From this catajb^' of Jnter^^('p^^ndent component- it i^-hni thjij 

m most hitact families lHdb\VvSl5.0(H> of annual caniiu^- >\ould Im- af- 
^ fected'by at least threc-comimm-i^- of the Admi'nistTatioirs plan., and 
that sonie families ml^dit H»rrive benotit^or p^y laxe.s a^ a ron^t^juenco 
of all the componVnts. Totrcthei\ the-o ((miponents form a -N.-tcin do- 
j^i<fn<*d to i)rovid9' inconio -upport for^thoW at .the lower end of the 
.income distribution.^ ^ ^ . . . '. » 

\ In thi-^ example, all families Veqjald gain from the Administration s- 
\ 'plan.' In the next section %e examine sonje more detaijed ca'ses that 
•apply to other types of fa^milies, some of w^ich might lose under' the 
^ ^,.,_^«ninistcation's plan., - ^ . / ' 



^ FooU -tamp b*>npfir« ate Indexed and would h^'hleber t. 
a famllj- of lour by 1<^78. but pmbabh not so high as 12.300 
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I 6. THE ADMINISTRATION'S PROGRAM AND SOME 
PROTOTYPICAL t^AMILIES * 

Because of the complexity of thjs inulticompoirent system^ we will 
select several Jt^nd? of families and indicate how each family t^pe 
would be atfected by the President'^ proposal In each case, the way in 
which the several components of the p/oposal would contribute to the 
family's ftnancial position will be described. We will also show how 
the family's position ,with the President's program would compare 
with thwr current position without it, > 

Tables 1. 2, and 3 present such a comparison for three family type&: 

(a) A* couple whose head is aged, but not eligible for *sck:ial security: 

(b) a female-headed family of iour in which the head currently re- 
ceives AFDC, hut is not^ employed; {c) an intkctT family of four in 
which the head is not employed. Within eaeti familv type, where rele- 
vant^ we will illustrate the benefits for those families not expected to 
work, those .expected to work part time, and those expected to work 
full tin^e. For the last two ^rroups we, examine two situations — one in 

liich a job is refuse^and tlie other in which the head takes a special 
public job. In the examples that follow, we do not takj^ into Account 
supplemental benefits which States would add to the Tederal basic 
benefit, even thouerh ^uch supplementation is likely to occ\ir,^ Thoy 
could not he taken into account here becan=^e the Mipplementation planj: 
the States would actually choo^o to atiopt are not now known. S^ate 
*-ntt[)]emonr;ition option^: are di^-^ iis-^ed hi n jreneral way in -^option 7. 

K\AT!T,Y Trvr, (1 ) • Iff \n Nnr E\pmth> Tn Work; .V<;Kn Couple Not 
EhmTBT^K FOR Sormi, Skctritv: IlFxo^ExRys Si .000 Pin Year ix 

' A- Table 1 ^liowp, this couple currently receive*' supplemental 
MHMirity incoiDr (SSI) hen^^fits and food stamps ainountin^r to $3,440. 
Tlio SLOOO in oartiin^rs do 'not redu<^e SSI benefits becaijse SSI d??- 
roirard^ tlie fir^t $8f> of monthlv eamin<rs (where there is no other 
incon)o). Thu^. total income i? i^.381 imder^the current system. The 
"Administration's plan womd replace SSI and food stamps by the 
incomo support proerram. For this a^red couple the income ffuaranteo 
would bo $3.7.^Q. but because thorp would be no income disre^rard edch 
^\ of oaminc^ would roduco benefits by .*>0 oonts. Thus, The net jncome- 
,of $4,291 under tho .\dmini<^rationV plan would bo about $100 le?«5 
thun that ctirrontlv received.* 



' ThU an«lv«l« ivp-"»,re«» thnf St>»fe«< will «nppleinpnt F^dprsl henpfitq If the prnffmm U 
fiflKs^l For Jin Analv-U of fhp prorfjim wlthont ^Xntp «iinpl*menf<iUon nee Barrv Frieflm/in 
find Leonard Hni^man "Work Welfare anri the ^^roirram for Better Jobs anrl Inrome " 
iV ^ Conrresn Joint Eronrrml/^ Committee OrtoUer 1^77 > ^ * 

^ irh fef1urtl«»nji will ''nf ooriir Irnmp'^llfttelv f^r (iiri'rnT K^^neftHarl'^* The FedorflJ Oo< 
frnment will nrorlde supplement'* to 1n««nre tfiat mrrent f/nn«fer proerain rerlnlent« do not 
I r pprj^nre reflnrejl tH'neftt fp\e|« dnrlnff the fifit ron r o< n 3 t-e^r fran^ltTonal period 

: <i4) ' 
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TABU 1 -XOHPOHEfTn OF TOTAL INCOME AGED COUPIE^NOT EUGIlU FOR SOCIAL SeJ^ITY 

i' Current -» Proposed 

> system ^ system 

't-^ 

Rffutor tarntd incofTM f Jl.OOO ' J I 000 

SuppltmtRtiry incom* bonus 1 0 3,250 

PiyroHUx X -59 -59 

Ftd«rBliiicM«tax' J. 0 0 

Soppltfn«B Mcvrtty incoiM ♦ ^ , . . *. . ... 3, 200 0 

Food fttinp*' , ..-^^ - - 240« ' 0 

ToUlincotM ^. ^. . ..^ 4.381- t 4,291 * ; 

^ . T ■ " - ^ i. ^ 

t Tlw amotint bv which States mti ht suppUdient th« supplementary income bonus would be- added to this total The 
luaranti* of 13,7S0 is rttfoctd by 50 cents n)f.eacl) \\ of earninis. 

) This rtprMMts th« employee's share of tht-payioll tax'-5 85 percent ^ 

< Th« Federal tncoiM tax liability is compui*^ by assuming that the standard deduction is (3.200. that a $250 nonrefund- 
abto p«r ctptta erjdit reptocw the 1750 personal exemption, and that the current 4ax rate Khedutes remain m eflKt. 

« As of July 1977. th* basic monthly SSI beaeftt for a couple is $266 70 This figure is higher m slates which supplement j 
the basic beMfit / 

* The bonus valu^of food stamps is computed by assuming a standard deduction of (50 per month for a couple, and $100 
per fflohth fora family of 4. 

Beca1!5e*this result is primarily due to the diiT^rent ways. iii which 
the current anjj proposed sy?tenis reduce bene-fits when other. income 
rises, a siniilar couple with no earninfr^ would receive $3,750 under 
tha Administrttion's planj or about $310 more tlian the current cooi- 
-bin^d SSI and foo<l stamp ^niarantee levels, 

FaMILT.TvI'K (2) : f'KMAI.V-TlKADKn P^AMU.V OF Four? IV WHrCII THE , 

'\ , Head Ct rrenti.v Kk( kivks AFI)(\ bi t Is Nut Employed 

/ 

The cases sliown in Table 2 are all relevant to current AFDC re- * 
ci|>ients. In Case I it is assumed that the voun^rest cliild in the family 0 
is'lfiis than 7 years of a^e, ?o that the head would be classified under 
th6*W3minist ration's plan as not expected to work. Currently, the 
combiiied vahie df AFDC and fpod stamp benefits range from $2,7l2 
in Mississippi to $6,408 in Xew^ York, Depending' on the extent to 
whifth the States choose to supplement the Federal guarantee of ?4.200. 
the proposed plan mi^^it leave the family bettjPt or worse off than 
under the existing system,^ Cvl?^ II is a' family in which the youngest 
child is bet ween 7 and ItVears of age» and the head would con«o(jU(»iit1y 
be expec^(Hl to woi*k part time und(M' the ])ropo^e(l plan. If slie refused 
either to fook for/ a job or to accept-^a jol) offer, the family woMd re- 
ceive an income gua»anteo of *5s2,H(K) rather than $4,200 — because the 
penalty for refusing to work would Ijc the lo^s of the ijicome guarantee 
of tlie'head of the household,^! BocaiW thi< $2,300 ivould be Ihe fam- 
ily's only souive of income » tho fainil\'\vould l)e worse off than under 
the current system even in the States with the lowest AFDC Ix^nefits, 
Indeed, tlie family wou^d be only «>light|y better off than tlie current 
maximum bolius value of food stamps benefit*^. However- if this same 
woman accepted the part-time special public job (rather than refusing 



» AU thp ralrulatlrtn^ InvTnblc 2 i^rnoro r niimhpr of compon<*nt^ of ihp full w<»ifarp effort 
of th^ propram on th*» ffir^ili^t Inxolvcd Th4'«\<» include the artual phlld core pxpf>nse<< In- 
curreitranfl v^uvt pxp^^n^M* ^i»nrt from child cnrp f?r>tr«» famllips are now ellf^ible for AFDC 
beranop of hlirh dnv rare pxt)crue<? Kowpf fnmlll^^ ulll he plttriblp for this reason unOer the 
AdrtilnUf raMn7i> plan» In wt^lch the dnv care dodurtion Is limited to a mnxlmum of $^00 per 
month Eor tho»<e eaqwi In which the woman la expected to work, they aKo Ignore the loss of 
leifinre and homp production 

* Thp *4 2or) Incomp puorantpp h/m the followlnj? composition * $1 &00 for the hpad of th** 
hotiHPhold. $1,100 for th«» K4»c()nd nicniher. and <tJO0 f<»r each f>t thp next fi\e famll\ 
membfrft ' , ♦ 




it) me family would rerei^'e a n6t income of $5,370, an increase of 
$^i.070 over the case where ^lio tv fused the job ($5,370— $2,300 = $,3,om» 
As a.Tesiilt, family aneomc would go up on averk^re^$i3.07 for each hour 
*df wferk, even though the spociaUpuhlic job paid only*$2.65 an houc 
This boost in the effective wage rate would f>e due to tlie increase in 
the supplenieutarv income guarantee, back to $4,200 upoo acceptance 
of the special p^fetic jbb. Indeed, if the head worked in the private 
sector at ^^wag(f of $2.65 per hour, family income would increase an 
additional $265 to $5,635 because of the oaf nSd ipcome tax credit. 

TABLE 2 -COMPONENTS or TOTAL Ir/COME FEMALE-HEADED 'l^^MILY OF 4, 
ELIGIBLE FOR AFDC AND NOT EMPLOYED 



Case i Not expected 
to work 

Current Proposed 
system system 



^Case II > Expected to 
work p^rt time 



Casein Expected to 
work full time 



Current 
system 



Proposed 
i system 



Current t Iroposed 
sys^m system 



lar earned income ^ 0 0 0 0 0 0 

SptCial puUic )0b Mrnings-f 0 0 0 $2,650 0 $5,300 

SuppleiiMfitary income twnus ^. 0 $4,200 0 2.875 0 1.550 

Cahied income tax cftdit^. 0 0 ^ 0 0 0 ' 0 

Payro<ltax>. , 0 . 0 0 -155 0 -310 

Ffdtral income tax* , 0 0 0 0 ^0 0 

AfDC* • $720-J5,7l2 0 ' l720-$5, 712 0 $7^J5.712 0 

Fclbd stamps l.»2-69^, • ft y> 1 ,992-^ ■ ,0 1.992-696 * 0 

ToUlincomt 2.712-6.408 4.2Mr 2,712-6. 408 5.370 1 712-6,408 S.540 

> The amount by which stales mighf supplement the work bonus would b« added to tMs total. If States Ihoosi to supple- 
ment, they-must altt> supplement the wage of the special public job The guarantee of $4,200 is reduced by SO cents for 
.MCli $1 of earnmgs*for those expected to work less thsn full time For those expectetTto work full timC the guarantti is 
of4y $2,300. but the fir^t $3,800 of earn in 13 are not taxed •« 
s Th« tarMd income tax credit ts available to families with children, but not for special public jobs.' 

* EmptoMi's ihart of lh« pi^roll tax— 5.8S percent 

> * Set table 1. footnote 3 for assumptions. ^ * 

* The mimmum beMfit shown is ^ Mississippi the maxin^um, for New York, 

* See teMe 1, footnote 5 for aiaum^ions. % - « ' 

« 

To summarize this case; then, the female familj head who i^.ex-, 
pect^d to work part time would have an income of-r— . 

$2,300 if ^he refused to aceept the^pecial public service job, 
^ • $5,370 if she worked halftime iri the special public job, and' ^ 
$5,635. if she worked halftime in a regular private or public sec- 
tor job at the minimum wage. 
These figures are to be compared^ with -the income range of $2,712- 
$6,408 under the present system. 

- In Case III, the youngest child is assumed to be at leasl 14 years of 
age. la this case, the head would be ej^octed to work full time uijicr 
the new plan, and the parameters ilrthe cash assistance provisions 
would be altered. The benefit reduction rate would remain at 50 cents 
per $1 of earning^, buf the guaranteed would be only $2,300. However, 
this guarantee would not be reduced bv the first $3,800 of earnings. 
If the head accepted a full-time special j^ubUc job the family would 
receive $6,540, an amount t]\M exceeds levels of .support imder the cur- 
rent system in all States.' If the head refused to work, the family 
would ^eive the guarsmtee of $2,300 and no more. If the head worked 

•In th\^ «nalFiil8 part timo work WnMumed tnn be ttftlftlifjf^ w^^k — -1,000 houM p«r year. 

* If tho loh wrre ft rMjulnr pr!\.itp nr public sertor-Job ; tlie V-ITC would,pro?lde an addi- 
tional ?465. for a total Inrome of $7,005 
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nly halftime iA the especial public job, tlion the^ snpi)lemeiitai*y iiit^onic 
bonus would be only $2,300 (rather than tho $2,875 shown in Casv II). 
and the family would receive & total inrorpc of $4,795/ . . ^ 

To summarize the case of the femaVfanrHj^ h^ad who is expected 
to work full time, total income would be — 

$^,300 if she refused to aco^t the special public service j?)b, 
$4,795 if she worked halftime in the special public service job, 
$6,540 if she worked fUll time in -the special public service job^ 
and . ' 

$7,005 if she worked full time in a regular j)ublic or private sec- 
tor job paying the jninimum wage, ^ ^ 
Again, these income leavls ate to be compared with the income range 
of $2,7l2-$6,408 under the present system. * • 

The cases discussed in this section illu^r^te several principles of the 
Administration's plan, nameh, that: I^jmiily incon^e would hicrease 
/vkh whrk eflort; a regular job would be more lucrative than a pj^ecial 
public job with the samekwage rate: and faniilies witli hoads oxpoi[?ted 
to worlrbut refusing to work would have \o\v^v incomes tlian undol- 
the current welfare system.® ' / . * 

F.vMiLV Tyi'F (3) : I\T\rT F\milv of Fcn n iv "Wiiinr thk IIr\i) Ts 
Not Empt.oted: SporsE WnnKs -Pakt 'fiMK at a Eeguu\k Job for 
$2,000 Per Year \ ^ 

This-family is, by definition, one in whit^h the primary earner would 
be expected to work undet the new plan. It is difficult to tell how such 
a family is^^ituj^ed under the (y^rrent system. Jt is assumed here that 
thc^ husband has been unemployed for a Tong time, and has exhauMod 
his unemployment benefits. In this case, the family might be re«y viug 

"^AFDC-TJI^enefits, 'but only if resides in one of the 24 States with 
AFDC-U. Even in these Stat(^, .acre?s to the program is often ver\' 
difficillt because of stringent* administration. In any casr, the family 
is eligible fo^ foM^stamps. Table 3 shows that family iricome unclcr 
the current system is somewhere between $3,871 (in a State ^ith .no 

' AFDOU program), and $7,488 (.in a State with a generous AFDC-K 
program V If the head is designated as the pryimarv e/irnar, with the 
special public job total inn^me under the Administration's plan would 
Ije $7,623 — higher than the highest poSvSibility un(ter the current sys- 
tem. For this family, the hoi^r^y wage of $2.65 wouM raise faniilv in- 
come on average by only $1.62 per hour un(<er the proposed plan. This 
result occurs because of several characteristics of the plan — tile bene- 
fit reduction rate on the supplementary inconae bonu3 (after thenfirst 
1^3,800 of.eamin£rs>, plus the 5.85 perc?»nt payroll tax rate, minus the 
10 percent EITC paid^ ot\ the wife's eamuigs. 

*v - 

' Thf« totnl Ifipomp flfrnrp \^ oompoppcl of t''*» HUpnlpmpntnry Inrrtmp «»nnport of ^2 no 
plim the^ajreR ea.rnpd of $2 R^OMm^ thp navroll \f^\(^t %X'^T^ 

• \otp thnf StntA iF'ipplpmpnts hnvp hrpn fjrnorpd In thl<i dl^rn«'clon ^jo'i fhTt niD.i'f 
'flPlpnts win nof nSvp thpir honrfit^ rpdtiopd dnrlnir thp fir<it tpat 



rpflPlpnts win nor hSvp thpir honrfit^ rpdtiopd dnrlnir thp fir<it venr of thr pmcrJioi ft/n Jf 
thP rnlp«» of thp procnnj Imllmtp a rpdiiotion In hpn<»fit«» Mho If n ^r^po^f[\ nuhllr jnh < T ' 
hp found for n hpar! pxfv»rtp<i to work thr t:n;»rnntPA lnrrpi<:p«« from $2 300 bnrk to *4 2^*0 
th#» Riiarantee for A famllr In whlnh tlip henH !« not pxpprtpd to work * 



£ . ' TAIU 3--C0MPONtNTS OF TOTAL INCOME* INTACT FAMILY OF 4. HEAD IS UNEMPLOYED 



Currer\t system froposed system 



Rtfular Mrn«dificofnt ^ . ^ 000 

Sp«ciai publtc )ob tarmnis 0 5)"300 

Suppltmentary income bonus ' . , . ' .1 0 5 W 

Etfned tncomt tax credit > T..> . 200 . * i2C0 

f»ro<lta«».,. -117 -427 

Fedtrahncome tax * ^ 0 

A FDC-uneoiployed parent* , 0 5 000 .0 

^Foodstamp»« ^ 1,788- '2S8 ' 0'^ 

Total income 1 . . 3, 871-7.371 ' Tj^^ 



amount by Which Stated might suMement the work bonus would be ^dded to th^iotal If States choo»^** 
luppiement. thev must also supplement the waee of the special public job The^gilarantee df K200 is reduced bf 50 
scents for ttch |l of earrtinn ^or those expected to work less than full time For those expected to wofk full time, the 
fuarantee ts only $2,300, but the firij J3,800 of earnin|s are not taxed 

? Threarned )ncome*tax credit is available to families with children, but not for special public jobs. 

> Empioytt'i ihart of tHe payroll tax— 5 85 percent 

* taMe 1» footiibte 3 for assumptions _ • 

* Approximates the actual benefit ranielor AFDC-U. w ^ 

* See table 1, footnoted for assumptions. 

* ' » ' 

;Again, the head in tliis family miglit clioo-c to refui|l[piAiiblic sec- 
tor job offered to hiin-. As before, a rather*stitf Hnanciarpemilty would 
he imposed on the family. The guarantee would l>e $2»300. and the fam- 
ily*?^ total income would decreabe from $7,62H to $4,383. The different ' 

ween these ^wo fi^'ures ($**i,240) is the net income received from frdl- 
time pitblic servicp work — it a veraores $1.(12 per hour worked. As can he 
c-een from Table 3, the income -fifrure of §vl.38o. if th'e head refused 
,workr Would be only about S;>00 more than the family's current pOM- 
tion States with no AFDC-U program. 

^Family Tvi^e (4) ; Otukr Family Types 

The types described above reflecinlie hulk of the families that wouM * 
be affected by the Adminrst rations proposal. However, numerous 
other types of living units exist, and rules applicable to^ach are iin- 
plirit in the pitoposal. Here we will mention tLfew of these additional 
family types and how the proposal wo^iiji'SQA \]mn : . 

Xon-ag^d conplf9.-~-Vni\^v the curren't.'v|dr('mj childless nonaged 
j)oor couples nre ehj^ihle on]y for foo\l >'t£yj|K,.Cf thcV<^uple has, say, 
?i3.000 of earnin^s.Hhe value of food stanipsls '^^(^ making their total 
income about $H»3()r>.^ lender the Admmi-)t rat ion's proposal, the couple 
^\oiil5i be f^uaranteed a supplementary income honus of $2,200, which 
iriiarantee wouTd fall by .10 cenls* for each $J of earnings*. With $3.00(>, 
of earnings, the couple would receive transfer benefits of $700, and a 
total income of $8,525 after accounting for tlie payroll tax. This WQuld 
be an increase of $220 as compared with their cuw'ent situation. Two 
thinirs should be noted, however. Fir^t, iitider the present system, the 
coH^dc faces an implicit marginal tax ra<te of 30 percent froni partici- 
p{>tion in fhc fwid ^anip program. Under the Administra(\on*s pro- 
posal, the rate at wliich benefit^ fail ^ cnrhiner^ increase wolild he .^O 
percent. Second, th*^ couple \\'Ould not l)e;eli^(ihlc for participation ia 
the public service eniployn^ent progranw or the carnefl- income tax 
credit (both" n'^or\i'd for families with cliiMren). On ^balance, the 



" Thi«» nK^nmr-s a fnonthlv (l(^<ltirMon of $r>0 for the foof? «;tnmp ro'mptitntlop, an<l thp 
pmplojee'«t shnro nf tlir» pa>roll U\x ' » 
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effect 
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ct of the moposUl on work inceiljtives and work-availability for 
pies would apppar to tHv^lightly negative, 
Single indivj^uals. — Single individuals are eiigrble for only a $600 
l)OUus from tho food^ stamp program in the current system. The Ad- 
mijii.^ation'g propcwirt would provide single i|idividuals an incMne 
guaVantee of $1,100, nearly twice the food stamp bonus. This wdWd.' 
apiipay to be a major income l>oost, but single individuals are expected^ 
to wort If they earn $-2,200 or mpie they, will l>e made i^ieligible fop 
benefits.-For some individuals however ^(especially those not eligible,; 
for unemployment insurance) such as those just leaving school, or those 
qotnpleting priison terms, thc progr^m could piwide substantial as- 
sistance. This assistance can, tnus, be viewed as a form of "transition 
aid." It should be noted, 'how#rer, that the proposal would raise the 
rate at which benefits are reduoed from 30 percent in the current food 
.stamp pro-am to 50 percent in t^he proposal. And, like coujiles, Mngle 
iridividu^s would not be eligible for a special publicjob or the.EITC. 
« < . . . . .^A . _^ -^Sat of tlie 




ecorue 

^ iness 

is tlu? period of very low-iucome exnectations-early in the life of the- 
business. Currently, such. an individual is eligible "for n^nterim'as- 

* sistance at all (except perliaps a business loan from the Small Busj' 
nes^Adrhinistration). Under the A'dministration's proposal, the.indi- 

^vidu$l would l>e guaranteed an. annual income of $2,300 (assuming a 
family of foiir), and income sui)pleraents until" income reaches $8,4(^0, 
if net'wMth exceeds' $20,000. however, the new < ntrcpr.eneur would be 
t-xcluded from the program \ ia the assets test. 

Very large families.'— VnAor the current system, benefits to large 
families eligible for assistance generally expand with the size of the 
family, ^vithout limit. Tim .Vdruinistration^s p|0posal. however, would 
place a cap on the gnanuiteed benefit of $0,000^*^ implying no addi- 
tional guarantee bevonAa family size of seven meml)ei-s. As a result, 
v:ery large families would be relative, if not absolute, lojKrs under the 
^ Administratfbn's plan. . • , ^ i . u^ 

' Specini circumMance /r?»??72V.9.—In^ addition to the family typeK ni- 
roadr listed, there arc numerous other family circun^stances which 
would re(?eive different treatment under the proposed Administm- 
tion's svstem from the treatment they receive now. These include: * 
Two nuclear families living together, 
. A group of single individuals living together, j 
Units with highlv vjiriable income throughout the year, and 
Vriits with very- high child care and work expense^. 
With th# exception of {--ingle individuals living togoihcr, the re- 

* mainihg types, of upits would, in general, appear to benefits under 
the/Adininisfration's proposal, relative to the current system, Tlys is 
csi>eciallv true foi: the single parei\ts in the AFDC program with sub- 
stantial work exf)en!4's. As is increasingly docuhiented, sjr]i expensed 

' are treated very liberally in some State AFDC programs,^| Potential 

ttThlM flfnire Is Arrival at by oumulntJnjr the jranmnte^ ***'^''«li!tn?i!''^^A^'**r 
• ii«roiI«\ mem{ir <$UOO),>nn.i each addUanal chUd up to $3,000 (5 ilrne* $6<T0 fAr ^n«h 

xfjls Usue Is treated at lenRth in Friedman and HausmnQ, oj^lt. 
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h%h work expense recipients in these States Would i^are better^under 
the existing system. This generalization woilld appear to* hold even 
thou^ the proposal is not clear on maqy of tljie details regarding how 
, such units would be treated, and even though their ^reat(|te|it under 
the current system varies widely by State and local jurisdiction," 

What this review of cases has sho\\*n, then, is that several of the 
claims made for the ^«'oposed income transfer-jobs program arc, in 
fact, borne out. First, m none of the cases would earned income l)e le'^s 
with the prograin than it is duder the current system — in most of them 
the work effort of those affected would probably be increased. This 
' increase in work an^ in earned income is attributable to the combina- 
tion of the jobs program and the work re(|uirement, and not to a major 
improvement in work incentives (marginal tax rates) in the income 

< support ,coni{>onent of tTie pro<rram. Second, with the exce])tion of the 
family which Jailed to aecjc»i)t work and the aged touple which did 
f ^ work, most families would appear to gain linancially' relative to the 
' ^ national average of such fannlies now. As indicated, some families in 
*' the very high AFDC States might be mmlc worse off. but even this 
would not occur with axeasonable amount of State Ful^ji-lementatioii of 
Federal benefits in the existim? high Ix^nefit States.^-^ (Thi^ is discnsM^d 
in the following section.) Thinl.-I)enefit^ fron\the i>rogTam would. iiN 
deed, lye earned well up into the mitldle-incoine bracket.-^. (h\H when 

' earnings approachoA $i6.0fH) per yearA\ould families fnil to receive 
my benefits under tjie plan.'* 

This comparison Emphasizes the effect of the proposal on the. finan- 
cial position of the families — ^it im{)lies little i-egarding the inifmct on 
theirVeal cc( mom ic welfare. The additional work effort that would l>c ' 
induced ami provided by file program would generate mon» moiu\v 

. income, but for single i)arent families, it would nho require the sacri- 
fice of child care and home' production ])rovided'by the familv h^ad, 
and the loss of whatever vnluo he or she plaoes on leisui-c. How the 
gain in money int^ome t)mt would occur c<mip:u'es with the loss of tlu»se' 
otlrer things is what d(^(»rmi!ics the etfect of the program on the eco- 
nomic welfare of the, familn^s. '()ffM»tting these ^welfare losses is the* 
/act than tnanv low income families (lo wish to work and aie con- 
Mraim^d fpom doing so by the hick of jobs rccpiiring their level of skill. 
Making jobs available to these individuals would reflect a clear welfare 
improvement over the existing system. These trade offs are difficult to 
measun^ and as a r(»siilt w(* have litile to'sav ahoiit them. 



It may that thp work PTp<»n<;o dpdiirttbn tpnrU to rise with Inromp In thnK*»tpnt. 
thp pfTpft f>f thP lip(^lrtlon.l^ to InwtT tln» bpnpflt mltirtlon ratp In AFDC. jflutrh^s 
Ilfvp"* thlM n^rtiirtlon to be siihstantlnl 1ft Romp Stfltp^ If Is right henpfit refhi(*t!on rat<^ 
win rln# In aomo Htatf* If tlip .\*in»lnl*tratlon'« plan )a enacted, with an fi«i«nrlatp(L decline 
In wf>rk pffort Hp<» R. M Hiitfhpn^. * (linnc*'»lf! \KnC Tax Rftle«5, 11)67-1071 " (ipidlscm • 
InatUut»» for RpPMrch on I'ovi^rtv. r)l««ciia<jlorf I*ap"rs. 107njtf 

I'As wp haTP nOtPd. If tho "crandfathprlnc" prfnI«Ion In^We propo^l la malntalrrpfl. no 
piirrrnt 'tM»npflr1ary would bo advprHi'h affertH bv thf'plffti for th*^ flr«it "year. 

^« Recall that In nor*> of the rases In tables 1 2. or .1 of this sf^'tion would tho familv 
b^ roqulrpd to pay F^d*»rnl inrome ttwr^^ unS«*r the AdmlnlHtratlnn's plan Also. Fl^tirp IK 
abo\>. ^hows that a fjimllv of four with an Inroine "f about <J1.4''iO won! I pav n ih soH tl 
swnrlty taxp^ BpTond $11 #.'() Income tav Hohilltlfs woohl bP Inrnrrfil (TNpm* reshlts 
i^^»iimf> that^t^p tax reff*rnj Implicit in thpso ralrtilatt(»n«« n» tuallj fompB abottt ) 
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7. THE SUPPLEMENTATION BY STATES .OF FEDKKAL 

BENEFITS 

^ The AdrnmistTation''s'proposal would establish a**national minimum 
below which cash assistance benefits \\o\\\d not be permitted to fall. 
This minimum woul(Plfe above the sum of th'e ijurrent AFD(] anfU<5^id 
stamp guarantees in 12 States. Clearly, average cash asstrjtancol/nefits 
wouyjbe raised in these States. The benefit levels in the reymining 38 
States and the District of Columbia aro timv above thfpioiX),se(l na- 
tional minimiJfn, b^t these States would not be required to abandon 
their more generous l)eneiit levels. Indeed, in general, tho}j would be 
given financial incentives to at least^ maintain their current benefit 
levels. In addition the Adniinii^t ration's propgsal wo\il(l establish a 
set "of procedures not yet specified— ln\:olving Imtli ?ancti1)ns and 
brilys — designed to indiico States not^tf) after the ba^ic work and fam- 
ily structure incentives in the propo-al. The State- may ho nviuircd 
to .accept Federal administration of tlleir supplemental taiefits. 

In the language of HEW, the proposal would provide Federal shar^ 
ing in the cost of State supplements to brilx^ the States to adopt plan« 
"congruent'\with the Federal program. Specifically; to 1)0 eligible, for 
Federal cost sharingof sup7)lemental benefits under the proposed plan : 

(1) The filing unit, a«-et tcFts definition of couhtable incoi'ne, 
and so on must be the same. 

(2) T]ie benefit reduction rate- mu^^t be sinnlar (i.e.. api)n>xi- 
matelv 50 percent on earning=^, ^^0 percent on all oilier income.'ex- 
cept for those not expected to work for ^\hom the bei>.efit rodnction 
rate on earnin^N i'- to be nohigherthan TO percent).^ 

(?>) The\lifTerence« in guarantoo levels between-tho«e cxpectt'd 
to work and tho.<e no^xpected to woik and tlui.])attern of income 
cMsregard? um=t be similar in the State and Fedeial nroirraiu-. 

(4) The relationship in the Federal prr>iri am bet we/n rash bene- 
fits for-variflu^ family types and ]>rtwecn thoM* A\ho haw and 
those who do not liRve a public service job mu^t be maintained in 
- the State program.- , ' ^ 

The hoped-for pattern of State supplementation would have at l^ast 
four effect^'I'Fir^t, It would snbstantiallv incren-e the cash benefit^ of 
the Administration'^ proposal* relative to tlio«^c of the current system. 
Thus^, the effects of thf proposal shown in,Tal)les 1-", are to bo in^er- 
preted*^^^ mininnim lx)und e^tinvifes of tlie effect of the Administra- 
tion's proposal oix the total income of pf)or families. Second, the addi- 
tion of State sunplemental lyene-fits to the- Federal benf^fit ^\ould elimi- 
nat^ much of the horizontal eVjuity among people living in variou^s 

!| ' 

» m nartlmlar. a'lrtrtrf jnmp In t»)<'4»onpftt rpdnrUo^n rntp mn«t hv n\nu]o<] »)ornu^f lik'hrr 
hi»n^flt4 makp rwlnl^^nts Mihjwt to thr frt^nnal Inromo tnx. uhtrh ro«*nlt-^ in on nnnfrpfit 
nhW bljrh mftrsinnl tnT tntp 

»B»>cnti«e of thJ** provMnn thp wnco rntf..pnM In thp ptihlir ^er\ivf pmplovmrnt prMtrrnin 
vohM have to hp Hupplrm.'ntp*! bv Smtos if jt^^ 'mpi»U'n)<'ntnrv inrom<' iifiTpflts aro snpI»IO' 



rogjpns which the new Federal programs alone would produce. As a 
result, benefits to otherwise similar households would va^ hy the State 
in which they happen to reside, ^d agaiil migration to raife benefifp 
would be possible. Third, iii-States supplementing the wage rate on 
'publit serjjfe jobsj.the minimum wage rate standard of the Federal 
prdgram^^ild be abandoned, and the costs pet 30b created would 
rise from the $7,000 per job figure suggested in the proposal. As a 
result, fewer than the 1.4 million jobs could be created with the $8.8 
billion set aside by the Administration for rtiis purpose. Fourth, the 
choice of supplenientatiou scheme might raise the uenefit reduction 
rate faced by many families. * 
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8*A CKITIQUi; OF TIIK ADMIM*sTILVT,IONS PROPOS.U. 

As indicated in Sections 2 and the cunent sysfwa of providing 
benefits to low-inco'ine families has both advantages ajid disadvanta^e.s. 
l*n this section, the Administration s proposal ib siibi'ected to a Jiniilar 
, evaluation an4 critique. First, the advantages and likely acconiplibh- 
n^ents of the proposat will be described. Theif", some probable sUort- 
comings and' problems associated ^\ith the proposal will be meHtioned. 
.Because of the extensive discn-'-ioji of the pi()\K)^al in previous >t'c- 
SionsJthe points of advantage and di•^advanta£re will only be mentioned 
briefly here. ^ 

Some Advanta(;ks and LikVxy A( compt.i^iments of tiik 

ADMIXISTIiATrON V PrOPO.SAL 

The announcement of the Admini^st ration's proposal wa'> af'Con){)a- 
nJed by a long list of its advantages relative to t-^ie current sy-tem. As 
we have mentioned previou*=ly. many of the^e advantage^ ap{)ear to be 
borne out by the analysis of the proposal. These include the following : 
The proposal would increa-e the spendaj^le income of low-ifi cm>io 
families relative to tfle current >\-'tem. primarily through in- 
creased earnings. I 

If States respond as planned to incentive^; for^ supplement li<: 
Federal benefits^ and if the ^-grandfather"' piovision of the ])lan i'> 
inaintainecU'bnly a small minority of current recipients would lie 
adversely affected by the plan. 
* . The plan.would^ for the first time, extend ca<=h income support 
" to "working poor'' families — tho-e^intact families whose head is 
working but not earning enou^^Ji^o iai*=c the family alK)ve the 
poverty line. The serious incentives in the current system for^ucli 
families to break apart would, thus, l)e significantl^reduced.^ 

The measures to increase work in the Administration's proposal 
are, in geneiral, stronger than thoso jnliM-ent in the current <=y<^tein. 
This is primarily so because -job^ wilflx^ created nnd secondarily 
because fjitliers will not have to -Ih^* unemploved or di*=abled to 
ivceive cash l)enefits. Benefit reduction rates will al^o be lowerlhan 
in^the oiirrent system ihoro often than they will lx» higher. 

By establishing a natioiml inininnim bf^nefit level, the current 
inequity among jurisdictions would V>e narrowed. For the'sanie 
reason, incentives to migrate to takp advantage of higher benefits 
. would l>e ledurcd even after State ^ui)pl(inentatioiK * ^ . * 
The f)lan would increase the <]i-|>o<=al)]e income of families well 
up into the lo^^cr middle innnue umtre bv ginnlintr t.i\ relief \ 
the earned iin ome tnx crr^dit. 



t^'nanrp AHi»rnntivrv for r'tniii\ rf.miii>«.jtl..n ' MlTfU^nn In^tltntP for llf^nnli on rov- 
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^ Some Pi*ble^s and Concj;rns With Ee^pect to the 
* r ' Administratiox s PROPdsAL mm * 

'JVhile these litely accomplislimeiffs of the AdininistcAtio^'s piy>posal 
are important ones, the plan is not without problems. Some of these 
problems liave been-r^copiized by the A<lministratior^aiul siig^t^tions 
to correct or minimize tjiem have b^en ftiade, ^lentipning them here re- . 
veals OUr concer^ that the proposed remedies^have weaknesses of their , 
'Hpons wliich the new Federal propi;am alone w^uld produce. As a 
'checklist for anyone seeking to either Evaluate the proposal or devise 
revisions in it. -^d, because rn^ny of our concerns relate to matters , 
for whichtlie^tails of the l[)rogram have not Vet been spelled out, we 
will §imp1^^ise questions which should bcr resolved before the pro- 
gram •is passed and irpplemented. * » » ^ - 

Progrdm ^st: — The cost of the program-stated by the Adifiinis-. 
tration to be $2.8 biHion morevthan th^ cost of the current system- 
is probably il'ijderstated.^ Several facfors suggest that this is so, 
including:* (1) .UnempJoJ^mefit is likely to, be aboVe the 5.6 percent 
assumed by ^he Aduninistr^tioin^^For that reason^, while 1.4 million 
jobs would be shifted from emergency employment under thhe Com- 
prehensive Employment and Training Act (OETA] to public service 
emfiMoynlent for lo\<* ineom* workers, emergency employment uiider 
CETA is likely to be continued. Moreovi^r CETA is planned to be 
discontinued if improvements in the emplovment situation do occur, in 
which case the co<^ savings could be n^d for any alternative progtam 
and not only welfare reform. (2) It is inappropriate fo count Xf'duc- ■ 
tiotis in fraud in the existing welfare system (which is to be abolished) 
as part of the fnnds available to iinance the program. (3) The non- 
participant waffe. costs a*ociated with each public service iob created 
(costs for adrtlifii^tratioB, supervision, facilities, matepalJnputs, and 
trafispoi-tation) is not toVxredd $1,600 pe,r full-ttm^-iob.^ Tl\ati;eems 
^ low.^4) The living r^irltiogJrom more restrictive child'care expense 
fledoctions — which r^ml^ income when determining eligibility and 
calcnlfttinf; benefit? — mav ha\;e been overestimated. (5) Attributing 
some of 'the revenues of'proposed em*rg>* legislation .to the proposal, 
wlien these revenues would ])e available to be used in any wav whether 
or not ihe firo^ram is pa^sed,*i« inappropriate^ And the full reduc- 
tion 'inta;;^revoruie due to exten=^ion o{ tbe e?rrnpd income tax credit 
] bv the proposn^s not rhaT>ijed to welfare feform. , , ^ 

^WorJ,\ r/>'^*n^rnffrrs nvfl pnfrhr^—'^^hWv thn cnmulntiv^ marginal 
])cnefit reduction n»*»r>, in the propo^^ed plan is frequently less thanin 
current pracfire — tlins. increasing wfivk incf^ntives — it may still be 
siibstantif^l (up to 80-00 percent after State supplejnentation) for 
«f>me recipients: Moreover, there arc; nndesirabl/^notcti problems with 
- some exi^^tinir prof^rani'^, nota])lv ^fedicai(l ( «*ee t)elow) and in the asset 
' tes.t. ' ' % 1 * ' . • 

Jnfpni nfiCA^^vnil nnVtnngl In nlfly htsynmrp 'ind ffir reform.— 
Administration has promised l)oth a national health insurance and 

*ThV Aflmjnl«-fr'»flnn'« rr«n<jn«#' tn thU nrohl'rn \n to. note that th^ tQAal amnnnt to be 
nofnt nn (^ahH'' p* nlr*». jnhK 1«« rnpp^vl «t %^ fi hlUlnn. j»o M thMPt conU pxw'ed $1,600. f^wfr 
job« will be crrtifM ThU solution falU tn nrlrln^s the prohlem of (and costi RBforiat^d 
■\\ith) a po^slblv lnndefjvint|» ^npplv '"»f J^ohs d(ie to 'iiiiph n rtitback 
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,a,tax form ''proposal, both .of which are likoly to impin^^e- oft- the 
structure of the welfare refarm-prof)Osal. The way in which these forth- 
eomin^r plans— in partioilar, the national.hcalth insurance proposal—^ 
woulAbe tnt(*jrrato(l v:\ih the welfare reform proposal should bo care- 
fully scnitinizod.^Both of those forthcoming proposals, if passod^^re 
likolv to liave lUKlo^irable effects o^i the f nnuilativo l>enofit reduction 
rate!' National health insurance wc^uld surely be income conditioned, 
ihereby raising the marj^inal benefit rc^diictTon rate. One can also • 
imagine that elT^ribilitv for national health insurance will l)e automatic 
for certain beneficiaries of cash Tlssistanc© thereby restoring the in- 
famous "Medicaid notch." ^ Th^ tax Toform proposals when they 
appear may have lower tax thresholds tljan expected bv the welfare . ^ 

' reformers. Some would then be payin^g income taxes while receiving -~t 

• benefits, raising marginal benefit reduction raies. Moreorer, there is 
no obvious wav of integrating Medicaid and the welfare system if 
natioDal health ininirarice is not enacted. Even though AFDC would ^ • 

4 hiiaboHphed it« cr>teria for Medicaid 'eiigibi^ity mav be maintained. <^ 
Tlius two sets of administrative determinations marv be required. \ ' . 

PvMir lifrricp joU. — The mass creation of public servi(?e job^ for . 
low wage-low skill workers ]^ something with which this cr)untrv has ' • ^ 
no previous experience. The effort i^-analogous^ to a^rivate firm s . ^ 
promise to introduce a new product, the manufacture of \^ch requires 
a teahnology. which has not yet been developed. In all such cases, the ^ 
effort is fraught with uncertainty, and the possibility of an ineffective 
and unproductive program must not be neglected. Perhaps the mo^ 
that Can bo done i^ to rni^e a number of questions which point to po- 
tentiiil problem areas. Wliile the«^e questions^^ substantially in ^ i 
their importnnco. all afthem ^honld be attended to before full-scale ^ 
initiation of *he projrrnm Some of tho^e que-tion^ aiv (1) Recrardina 
tlief^riine ioh -^pon^or^. how would their competenrc and honcfsty 
judjred: whore wilf thov ho located: would their diversity intfodwe 
undtsirablo iner|uitie^ among rejrlou^ or jurisdictionsvhow would the 
. limitod'n'^.^ber of iob^ l>p allocatorl amoncr tliem and would tjiat air 
locatio!> croatr- ineriualitio> nivl rli^crimihafiou against the loast skTlled 
-and lea-t p^'b^nv- workor^^ (2) Tau iobv bo created which partici- 
pant^ uill hrA find (lonio;n)i>iir^aii«hrl(a(l cud: will tho^^havea trainintr 
compoueiif nrnlUntmir tians'iti'm ^o ro'ruhir onif)h)ynr>ent : cf>n -the 
traininir bo p.nd for out of the i^l.«00 alhrwod for imnlemeuiing each ^ 
job: whni pM'<-.nut ion^^ woidd l>o taken to avoid competition with exist- 
*injr pnvJMo Mild n^rular ei)iplo\ m(*Mt. conipetiHou which can lead to 
lf)l)or uni'.n obun-tirm^ and to di<]>larvnicnt ^' ith little net inb rroa- 
tions: wrnild tlic u.-ige wedge l>et\\oen ^pncial publk- jr)b^ aud rfiralar 
jol^s mated 1>\ thv cat nrd'iiu'otue tax crcdiV l)egn'at enough to restrict 
demand for pul>hr- ^"r\ ire jf)l»s and to inrlucc tnm^itlou to iTgnlar iohs 
Ifor thoce nuplo\r>d in -^[kcimI job-: what would tho fringe l>enc-^ 
fits of public service job^ l)e ^ (^) How, would tholrnuMtion from spj^- 
cial public ^'ctor-jobs to private sector j(^l>s be facilitated: what pro- 

*' cednres would the pi-inie contractorh, follow to Im^te private se(»tor 

>^hu"-'nrytrh'- 9t\/tn hf^tiu*tf full Mwlfrnld hpn*'ftffi <aui sarrlftrrd hv a recipient family 
• If Z?n!nffS Jncf by a nlngl. rtollar whlcb ^ould plnc^ tJ.e family abo\e Un catPgorlcil 
ellflblll^ Utait ' 
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jobs; would cirrployers l>o mjuircd t(h\\A all job openin^^ \\'itli,tho 
local Bureau of Employment Security Office: if (l]e available suppfy 
of public service jobs should. prove^.^^eutcr than the deiiuiml would 
there be incentives for contractors Jo terminate exi^tuif; 'holders^ of 
public service jobs or to encoura^re their transition to re^lar employ- 
ment?' (4) What assumptions underlie the* Admini^-tratnon'? e-tima'to ^ 
that 2.5 million individuals woukl hold the 1.4 millioiVpublic service 
jobs over the ^oiii^ of a year; what problems would'such turnover 
^ create for the administration and, espt^cially, the productivity of the 
public jobs program ? \ ' , 

^LahoT market effecU,^ — What arejhe potential Idbor ma^'et impnrts 
of the public service! jobs program? m parti^ulaj: (1) Would the/ 
minimum wage (or siippleraented minimum wage) jobs be likely to - 
attract some persons now employed in regular public or private sector 
jobs? If so, in which labor markers, occu pat ions.^or, product ion sectors 
^ are they now likely to be employed? (2) What >vould be likely tohap- 
|x»n to "employment opportunities and \\age late? for low skill- low 
' wage workers not eligible for piiblic service jobs (e.g., vouths» wiv<^s) 

in such markets? (3) Would employers (of. ^ay, liousenold labor) be \ 
, likely to eiicounter increased difficulties in locating w;orkers if the 

f)ublic service employment demand is added to existing demand for 
ow- wage labor ? (4) Would some function? now performed by regular 
public employees be a«:=iimed by the pubHc «=(<ii vire job program* result- 
ing in a reduced growth in regular public employment and in the 
wages paid public emplo}Tes? (h) In the aggregitte^ho\t^much reduc- 
tion in re^lar public and private employment growth would occur 
^ because oi the fjrogram. i.e.. what would be the extent of di^placemr^nt ' 
of regular em^vmeiit,? . - ♦ 

Th^ '^phasr-in'* period, — Introduction of the ca«h benefits progi a in. 
would have to be complex due to it« being pliaswl in over time, with 
encouragement for. State supplementation and j\'ith "grandfathering'' 
of existing beneficiaries to a-<iire that they j\ ill'not exnerrence rerbu'tMl * 
benefits. Have the inevitable p^oblem<= associated witn this procedure 
been adequately considered ? * ' » 

Administrative probhms in the ras\asHkf 'anre pro/^ram^-^Tho ra«h 
assistafnce program has several a,(lmin!?trative characteristic^ whiHu ' 
' * if implemented, could lead'to abuse, confusion, and inequities. The=e - 
. ijicludci^ (1) The potential administrative workload from the jgipula- ^ 
%^ ^ tion roj^fuiring monthly recertification. (2) The potential workload^ 

' 4tn€^c<5h fusion from the 6-month accounting period. f3) The potential 
fc ^ for increased administrative discretion in defining the filing unit, de- 
finif>g which units are tnd which are not expected- to work, defin^nir 
disability, and determining and . ejifqrcing reclassification due to 
changes in the age of chiMren r^r the entry and depfirturo 'oIF ajlults 
from the family unit. (4) The required appellate and judicial proross 
for considering appeals from decisions by program personnel. (5) 
Wliile three progiams (AFDC. SSI, and i^)od stamps) would l>e j-e-^ 
placed by oneJthe new program would 1ia\J tliree distinct parts (tlse^ 
jol)s program, the cash as'^istance program for tliose ^pected to Wf)rk. 
and the ca6li, assistance f)ro£rram for those not expected to woiTO- 
Would the gain in administrative effiriency claimed by the Admini^' 
tration jnd noted al)o\e l>e a-gain of ^izeaMo proportions — from eitlier 
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tlio Government's i>ci>yi)te( tive or that of the recipient? (6) Could a 
simpler and perhaps#equally etfectije reform be accomplished by sim- 
ply casliing-out food stamps (after, say, raising the guarantee to 
82,300 for a#family of four), mandating AFDC^-U, and increasing 
lundilig for existing public service jobs and training programs or 
perhaps still other reform alternatives? (7) JVouid the centralized 
computer system actually be able to tarry the load and insure that ad- 
ministrative practices in the cash tran'sfeV programs would not differ 
among Slates or regions? 

Indexing and regionaliziAg beTiefiisJ— The new plan does not include 
indexing to insure llxat the real value o^ benefits and wage rates would 
not decline with inflation. Similarly, no significant regional differen- 
tial i'n benefits or wage rates is built in to reflect cost of living differ- 
ences. Are the advantages of thesfe two omissions lil^ely to exceed the 
costs of including th^m in the plaA? 

T?ie earned income ta^a^ creait. — As noted above, the earned income 
tax credit tvould be extended to rather high earning units. Are prob- 
lems of integrating this'provision ^ith the positive income tax created 
thereby? Would the monthh/withholdfing^ designed to reflect this 
credit create adinimsfra^fv^^ifficulties for small business, especially 
those whose employees are low-wage workers in eligible households? 
Would there be an annual reconciliation to balance out credits paid in 
some months with net taxes owed in other njonths for those with un- 
stable incJome flows over tlie course of.a year? ' , , - 




9. CONCLUSION 



/ Our rt'viow of the current ^volfa^' -v^teni and of the Adnnnistiu- 
tion\ proposaK piovidos convincincr evidonce of the complexity of tlio 
vweHaic ni^-^s." ilanv economic lianKhips can U^falha fumil\— unem- 
ployment, absence of one parent, disability, low earninfr^— and each 
hardship requires a different pohcv response if a balance i§ to be stnick 
between *the go*ls of providing adequate incomes, maintaining? ^vork 
opportunities and incentives, and insurmg family stability. The multi- 
plicity of 'both. program goals and'e?onomic situations inteiact^o 
produce the juxtaposition of the advantages and problems of the Ad- 
ministration s plan describ^cf in the previous section. A quick review 
of the former leads to'the optimistic conclusion that the **welfar^ mes??*' 
has been untangled and that m^ny low- and moderate-income Anrieri- 
cans will be helped; «i quicbrevlew of the latter, to the i)essimistir 
W view that numcTous pioblom^ -tiil remain, and that ^omp of them may 
be insoluble. 

In general, tlie Administration's proposal is a movement in ih^ riglit 
. direction. In our view, tlie reduction of benefit inequities between one- 
;ind two-pai-ent familr ^ and amolig region-, tlic inc ' a^od inccM- 
tives and opportunities to work, tlft decreased incentives for lamily 
breakup, and the use of earning? supplements to favor re^'dar public 
and private sector jobs relative to special public service jobs are as- 
pects of the Administration's propo.-al whicli contribwte to important 
equity dnd efficiency objectives. IIowe\er, it is a proposal needing re- 
finement—a first step rather than a fifial solution. Problenric of adminis- 
tration and integration witli cWier income conditioned programs are 
severe, as are the i^roblem^ of creating and filling over 1 million mean- 
ingful^ aiid productive public service jobs, ^foreover. tlie additional 
costs of securing bi'tter jobs and income may run to «e\eral times the 
amount Higge-ted by the. Administration. Welfare reform, like tax 
• reform which it ckisely resembles, may have to be a recurring event. 

o' 
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